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The Effects of Oil Revenues
on Kazakhstan’s Economy

Irina Heim and Kairat Salimov

Introduction

As was discussed (see Baldakhov & Heim, 2020, and Heim & Romanov,
2020, this volume), in the 1990s, the oil sector quickly became the pri-
mary economic sector in Kazakhstan. During the period of the 1990s, as
a result of the national privatization program, Kazakhstan transformed its
economic structure from a Soviet-era planned economy to an oil-depen-
dent one. Currently, oil sector earnings are responsible for about 35% of
total export revenues and further contribute 20% of national budget
finances, which translates to around 6.5% of the real GDP (Pomfret,
2005). The governments radical reforms aimed at strengthening the
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economy by highlighting the effects of its Modernization 3.0 Program' in
shaping the economic landscape to become one of the top 30 countries
with a prosperous economy in the coming years (Borghijs, 2017). Among
the actions proposed is increased exploitation of the Caspian oil reserves.
Despite the challenges of transitioning from a planned to a market-based
economy, Kazakhstan sought to attract the most significant share of for-
eign direct investments (FDI) per capita among Central Asian nations.
The increased oil production strongly and positively influenced
Kazakhstani economic growth, as well as the volume of its revenue collec-
tion. Since 2000, revenues from the oil sector have been responsible for
nearly 20% of government expenditure. The cumulative effect of oil
income on the general economy is tremendous, taking into account the
amount of foreign investments in the form of FDI it has attracted to the
country. This chapter discusses the effect of oil revenues (OR)* by exam-
ining their influence on Kazakhstan’s economic development since it
declared independence in 1991 after the breakup of the Soviet Union.

Institutional Theory and Sustainable
Development of Resource-driven
Unbalanced Economies

Institutional theory in economics emerged from two streams of thoughts:
first, the idea that state defines the legal framework, which ensures that
market economy functions (new institutional economics, or NIE), and,
second, transaction cost theory explaining that economic organizations
manage by themselves to reduce costs associated with economic transac-
tions which are influenced by the institutions governing the market (old
institutionalism). NIE considers the question of why economic institu-
tions emerged the way they did and not otherwise, by explaining the
problem of resource allocation and utilization (Vargo & Lusch, 2016).

!"The third stage of modernization in Kazakhstan. Announced on January 31, 2017, by the former
President Nazarbayev. More details about this strategic initiative in the paragraphs below.

2The income that a government accrues from taxation and duties (both customs and excise duties)
collected for servicing the public expenditure.
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Coase addressed the question of economic exchange based on transaction
cost (Coase, 1937, 1972). Williamson aimed to explain how organiza-
tional forms are grounded in response to the ways in which economic
actors minimize transaction costs by managing their exchange activities.
According to Williamson, these costs are incurred because the exchange
activities of organizations are embedded in the institutional environment
(Williamson, 1981).

Institutions can be defined in different ways; in economics, institu-
tions are often defined as the rules of the game in a society or, more for-
mally, the humanly devised constraints that shape human interaction
(North, 1990). Institutions matter since without a stable institutional
framework, transaction costs may become so high that certain transac-
tions are not undertaken at all (Peng & Meyer, 2016). Institutions
develop over time, and institutional transition is a “fundamental and
comprehensive change introduced to the formal and informal rules of the
game that affect organisations as players” (Peng, 2003: 275). Different
economies will have very different performance characteristics because of
different informal norms and enforcement. North (1990) also concluded
that successful political-economic systems have evolved flexible institu-
tional structures that can survive the shocks and changes that are a part of
successful evolution.

Institutional transition in emerging countries moving from central
planning to market economy (to this group belong all transitional coun-
tries including Russia and Kazakhstan) is often linked with other eco-
nomic concepts in order to explain certain phenomenon. The overview of
selected contributions of the institutional theory in economics is given in
Table 3.1.

This chapter will consider the differences in socio-economic develop-
ment between oil and non-oil regions in Kazakhstan. It will justify the
need for oil rent redistribution through the diversification from the
extractive sector of the economy, based on the view of oil as a common-
pool resource, and the need for sustainable management of such resources
suggested by neo-institutional theory.
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Table 3.1 Concepts in economics linked with neo-institutional theory

Indicative
Theory Focus literature
Transaction- Rule and governance systems that develop to Coase (1972)
cost regulate or manage economic exchange Williamson
economics (1981)
Game- Institutions are in equilibrium where outcomes  Ostrom
theoretic depend on the choices made by another (1990,
perspective player; common-pool resources and 2005)
sustainability
Evolutionary  Routines (or capabilities) are made up of Nelson and
economics conscious and tacit knowledge and skills held Winter
by participants who carry out organizational (1982)
tasks. To survive, a firm must be able to
reproduce and modify its routines in the face
of changes
Resource- RBT emphasizes the possibility of organizational Penrose
based theory  actors to strategically manage resources and (1959),
(RBT) capabilities under their control. Some Barney

resources are not elastic in supply, developing (1991)
over a long period of time and difficult to
reproduce because they are based on tacit

knowledge
Rational RCT views institutions as governance or rule Moe (1984)
choice system which represent deliberate

theory (RCT)  constructions established by individuals
seeking to promote or protect their interests

Source: Authors, adapted from Scott (2014) and review of the literature

Economic Development
in the post-Soviet Period

Kazakhstan is a country located strategically between Europe and Asia; it
is often referred to as a Central Asian state. Borghijs (2017) observes that
the sparsely populated nation of 18 million inhabitants sits on 2.7 mil-
lion square kilometers landlocked by China in the east, Russia in the
north, and Uzbekistan, Turkmenistan, and Kyrgyzstan in the south.
Pomfret (2005) notes that among the nations united under the Union of
Soviet Socialist Republics (USSR), Kazakhstan was the last to declare
independence. He observes that the country is abundant in oil and natu-
ral gas, while also rich in substantial deposits of unmined gold, copper,
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aluminum, and chrome. Nowadays, Kazakhstan is the world’s leading oil
producer. However, as Sakal (2015) noted, despite tremendous natural
wealth, the policies governing natural resources over the years have failed
to improve the living conditions of the majority of Kazakhstan’s
population.

Firstly, the transition from a Soviet economy to an independent nation
state has led to mistrust and conflicts between two major ethnic groups,
namely Russian and Kazakh,? followed by a mass exodus that further
weakened Kazakhstan’s economy during the first half of the 1990s.
Additionally, the failure of the country to attract foreign investment
(FDI) in this period hindered the development of its petroleum and min-
eral sectors (Pomfret, 2005). Consequently, in the first five years after
Kazakhstan attained self-rule, the economy lost 30% of its real GDP
value and inflation skyrocketed. The situation changed slightly for the
better in the 1996-1997 period before dipping further in 1998.* The
economic downturn ended in 1999, opening a new era of robust eco-
nomic development in the country. Overall, the 1990s was a turbulent
period for the economy of Kazakhstan. During the economic decline in
the 1991-1995 period, the industrial contribution to the GDP dropped
to 33% from 45%; the contribution of agriculture to the GDP declined
from 27% to 5%; at the same time, the services industries’ contribution
to the GDP rose to 63% from 29% before independence (Borghijs, 2017).

Pomfret (2005) claims that the poor economic conditions arose
because, after declaration of independence, the country’s leadership
focused on secession politics and internal conflict resolution at the
expense of the economic development of the nation. He suggests that the
cause of this was former President Nursultan Nazarbayev’s’ economic
policy for 1992-1994 period, which was aimed at maintaining close
commercial bonds with Russia. He argues that to maintain ties with the
largest economy of the breakaway states, Kazakhstan followed Russia’s
footsteps, which included the radical reforms of price liberation and

3 Uzbeks, Ukrainians, and Germans are minority groups.
“Resulting in default of the Russian State in August 1998.

>Former President Nazarbayev served as President of Kazakhstan since the office was established in
1990 (28 years ago). The institution of the presidency plays an important role in the political sys-
tem of Kazakhstan; that is why the president initially announces all significant initiatives.
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privatization of state corporations in 1992. In this endeavor, Kazakhstan’s
leadership failed to set an agenda for the country’s macroeconomic devel-
opment (Pomfret, 2005). While the country evolved in the shadow of
Russia, pluralism flourished in 1994 before leadership bolstered its politi-
cal authoritarianism, making Kazakhstan less democratic than Russia
(Sakal, 2015). He stated that Kazakhstan suspended its economic reforms
for close to a decade and that then privatization spiraled during this
period. Between 1995 and 1997, Kazakhstan sold all of its treasured state
corporations through a process similar to Russias “voucher scheme.”
After the depletion of national wealth held in public enterprises,
Kazakhstan’s leadership turned its attention in the development of its oil
sector (Pomfret, 2005). He notes that, against this backdrop, the econ-
omy suffered severe adverse external shocks at the end of 1990s, both
because of the financial crisis in Russia in August 1998° and because of
falling oil prices in this period, resulting in Kazakhstan devaluing its cur-
rency by a substantial margin. Kazakhstan’s economy became predomi-
nantly dependent on the energy sector. From independence to the present
date, Kazakhstan’s oil production tripled, making it among the top oil-
producing nations in the world.

O&G Industry Overview

Among resource-rich countries, Kazakhstan occupies a top position, pos-
sessing 30 billion barrels of proven crude oil reserves (see Table 3.2) and
4.8 billion cubic meters of natural gas, which altogether account for
2.22% of the world’s petroleum reserves, contributing 7% of oil reserves
in Eurasia. Kazakhstan also holds the top position among the largest
petroleum producers, with an annual oil production of 1.4 million bar-
rels a day and a gas production of 220,000 m?/d. Estimations show that,
at these rates, Kazakhstan will contribute to petroleum production for

¢Russian financial crisis (Russian Default) hit Russia on 17 August 1998. It resulted in the Russian
government devaluing the rouble from about US $6 up to US $24 during several months. The
reasons for it were internal, such as declining productivity, high fixed exchange rate, and chronic
fiscal deficit in combination with two external chocks—1997 Asian financial crisis and declining
oil prices.
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Table 3.2 World proven crude oil reserves, top ten countries, 2018

Country Oil reserves, m b
Venezuela 302,809
KSA 266,260
Iran 155,600
Iraq 147,223
Kuwait 101,500
UAE 97,800
Russia 80,000
USA 32,773
Kazakhstan 30,000
Qatar 25,244

Source: Authors’ own processed data based on OPEC Annual Statistical Bulletin
(2018), Available at: https://www.opec.org/opec_web/en/publications/202.htm
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Fig.3.1 Thedistribution of hydrocarbon reserves by regions, %. (Source: Authors’
own processed data based on KazMunayGas annual report 2016, Available at
http://www.kmg.kz/uploads/AnnualReport2016Rus2.pdf)

the next several decades. Major oil and gas fields, also referred as unique
fields or megaprojects, and their recoverable oil reserves, according to
national statistical data, are Tengiz with 7 billion barrels (1.1 km?),
Karachaganak with 8 billion barrels (1.3 km?) and 1350 km? of natural
gas, and Kashagan with 7-9 billion barrels (1.1-1.4 km?). In 2018,
Kazakhstan reached production up to 1.5 million barrels of oil a day
(OPEC, 2018), most of which are exported. This development lifted
Kazakhstan into the ranks of the world’s top oil-producing nations.
Figure 3.1 shows the distribution of hydrocarbon reserves in Kazakhstan
by region. There is a curious correlation between the volume of reserves
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and the regional household income indicators (see Fig. 3.5, this chap-
ter)—the higher the hydrocarbon reserves in the region, the higher the
welfare of the people living in the area.

Substantial natural resources deposits fuelled the economic growth.
Later, strategic initiatives facilitated the movement of foreign capital into
the country through “multi-vector” policies to govern the energy sector.
Notable among these efforts is the oil transport network which the state
agreed on with its neighbors, Russia and China (Hardin, 2012).
Kazakhstan’s energy potential became apparent during the Soviet era,
precisely five decades ago, although nobody knew with certainty the
magnitude of the country’s fossil fuel potential (O&G Journal, 1991).
The Mangyshlak Peninsula in the western part of the country demon-
strated great potential for petroleum production; however, the lack of
capital and technical expertise in the Soviet era dimmed hopes of devel-
oping these fields until the country’s independence, when the American
oil giant Chevron moved in to develop the Tengiz and Korolev oil fields.
In the Soviet period, oil and gas explored in Kazakhstan flowed through
the Orenburg pipeline system into Russia for processing. Processing its
petroleum in Russia illustrates a significant challenge that Kazakhstan
faced at independence because the country’s petroleum infrastructure
consisted of old Soviet-era development, which advanced the industry as
a one single whole. After becoming self-governing, Kazakhstan needed to
develop its expertise and capital to be genuinely sovereign, even as it
remained connected to Russia (Sakal, 2015).

Kazakhstan’s oil dominance through its petroleum exploration in the
Caspian Sea basin was yet to come. After its declaration of independence,
Kazakhstan abandoned the rouble as its currency and focused on attract-
ing FDI and international expertise to spur its economic growth, particu-
larly in the energy sector, including both the petroleum and electricity
sub-sectors (Pomfret, 2005). The deal between Chevron and the local cor-
poration 7ZengizNeftegaz Production Association in 1993 gave birth to
TengizChevroil (TCO). Additionally, to develop the Karachaganak oil
field, in 1992 the government engaged both the Italian energy company
ENI and British Gas. Later, they approached Gazprom, the owner of the
Orenburg oil network. Then, Gazprom transferred its stakes to Lukoil in
1997. At this time, China, through the Chinese National Petroleum
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Corporation (CNPC), also tapped into the Kazakhstani energy sector by
acquiring a 60% stake in a local natural gas producer—AktobeMunayGas.
Some European enterprises also entered Kazakhstan to develop its elec-
tricity grid, but national leadership later reversed private ownership in
the power sub-sector to state control in the name of national security. In
1994, the Kazakhstani government formed an international consortium,
in which the state-owned KazakhstanCaspiyShelf collaborated with six
major international oil companies, including 7ozal, Mobil, BP/Statoil,
Shell, Agip (acquired by ENI in 2003), and BG. In 1997, Kazakhstan
signed production-sharing agreements (PSA), with each company receiv-
ing equal stake.

The top export destination for Kazakhstan is China. Kazakhstans oil
exports to China reached 10 billion metric meters in 2015. China’s eco-
nomic growth, however, is currently on a downward turn and with this
its demand for oil, affecting Kazakhstan’s economy. The publication by
Guardian (2017) stated that China, as the leading importer of motor
vehicles, plans to ban production of petrol and diesel cars in the near
future. British Petroleum Energy Outlook 2019 predicts that China may
switch to “low-carbon transport” including bans on sales of all internal-
combustion engine cars, increase the share of biofuels, and increase the
share of renewables in their energy mix (BE, 2019). Such news is bad for
Kazakhstan in terms of having a market for its large output of petroleum.
It is likely to affect the flow of oil in the country’s pipeline in the southern
region. Additionally, Hardin (2012) notes that China’s unexploited oil
reserves could prove substantial in the future and end up competing with
Kazakhstan’s oil sector. This chapter, therefore, also explores the alterna-
tive avenues of economic growth available for the country, such as the
service sector, in order to deter overreliance on ORs to support govern-
ment expenditure.

Consequently, Hardin (2012) suggests that Kazakhstan ought to con-
tinue to pro-actively diversify its economy for stability, as dependence on
petroleum alone would be detrimental. There was evidence of this in
2009, when oil prices dropped suddenly. She notes that, currently, ORs
account for 35-40% of the state budget and contribute 20% to the
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country’s GDP7 She further suggests that the expansion of the energy
sector is instrumental in driving growth in the wider economy, particu-
larly in the construction sector. Hardin (2012) argues that Kazakhstan
can apply its collaboration in the energy sphere to propagate regional
cooperation, which it can extend to enforce peace in the area.

Pomfret (2005) discusses some of the reasons for the dismal perfor-
mance of the Kazakhstani economy during the first decade of indepen-
dence. First, although Kazakhstan is rich in fossil fuel reserves and mineral
deposits, the government under former President Nazarbayev poorly uti-
lized national resources during the first decade of independence.
Kalyuzhnova and Patterson (2016) argue that corruption, government
ineffectiveness, weak regulatory frameworks, and anarchy reigned
supreme during this period. They note that the country scored poorly on
the Index of Economic Freedom (IEF) scale, whose ten components
rated government performance in terms of regulatory efficiency, rule of
law, open markets, and limited government. Second, the social imbalance
between major ethnic groups created a politically unstable nation with an
uncertain economy. Third, Kazakhstan embraced democracy in an
attempt to open up its political and economic space. According to
Pomfret (2005), however, the country’s leadership reversed this gain and
adopted regressive political tenets, making it less tolerant to divergent
political views, even more than the government officials in Russia.
Kazakhstan’s fortunes changed in 1996, however, when the country
turned its attention to developing its oil fields, which amassed riches for
its elite. The economic boom came in the new millennium, as oil prices
surged, and the country discovered new oil fields with significant oil and
gas deposits. This has attracted the attention of scholars of various disci-
plines to study development in the Caspian state. To this end, there is a
significant volume of literature touching on the country’s natural resource
policies (see next sections), but limited literature discussing the influence
of natural resource wealth on the socio-economic dynamics in the region.

7GDP is the value of the total goods produced and services delivered in a particular nation for
one year.
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The Effects of Oil Rents
on the Economic Development

Natural gas and oil have been the primary drivers of rapid economic
growth in Kazakhstan during the past two decades. Figure 3.2 shows that
the country’s oil rents® more than quadrupled between 1991 and 2011;
however, they have recently dropped to 10% of GDP. As a result, during
the period of high oil rents, the nation’s share in the international oil arena
rose from only 0.7% to 1.8%, pushing Kazakhstan into position 18
among the world’s oil producers in that year. In some periods, oil and gas
accounted for up to 25% of the Kazakhstani GDP and up to two-thirds
of the country’s exports, making fossil fuels the single most important
export commodity.
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Fig. 3.2 Oil rents in Kazakhstan in 1991-2016, % of GDP. (Source: Authors’ own
processed data based on WB data)

8Qil rents refers to the profit before tax or royalties of oil exploration. Taxes and royalties are paid
by oil companies to the state where the oil exploration takes place.



66 I. Heim and K. Salimov

Since the Kazakhstani economy relies heavily on oil, with 60% of the
government’s revenue from that sector, periods of high oil prices translate
into substantial economic performance for the country. On the other
hand, price drops result in a slowdown of economic growth. Figure 3.2
illustrates this relationship between oil price fluctuations and the GDP
growth of oil-dependent countries such as Kazakhstan, where there was
an economic dip in 1998. Similar trends occurred in between 2008 and
2009, and most recently in 2014, when oil prices fell (see Fig. 1.1,
Baldakhov & Heim, 2020, this volume). The recent trends also illustrate
the inability of an emerging resource-rich country to move out of the
middle-income trap.’

Recent Economic Development

Research has explored why economic growth in Kazakhstan has slowed
significantly. Rahmanov (2016) attributes this decline to the mid-2014
collapse in the price of oil. Additionally, he notes that Kazakhstan’s main
trading partners, such as Russia and China, are similarly experiencing a
slowdown in their economic performance. Accordingly, growth decelera-
tion started in China in 2011, heralding the era of single-digit GDP
growth rates. According to Rahmanov (2016), the slowdown in China is
the result of the changes in Chinese economic policy from an export-led
and investment-driven approach to the more recent domestic
consumption-driven framework. This change in economic policy resulted
in a sharp drop in the demand for the raw materials and energy that
Kazakhstan supplied to China. After that, the double effects of the United
Nations sanctions on Russia and the drop in oil prices took a toll on the
country’s economic pillars, producing a similar impact in its neighboring
country, Kazakhstan. This resulted in a loss of 30% of its export revenues
from its two main trading partners, China, and Russia.

Middle-income trap is a term describing the failure of the country to sustain growth and transit
from resource-driven growth, based on low-cost labor and capital, to productivity-driven growth
(Khakas & Kohli, 2011).
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The WB (2017), while giving an overview of the country’s economic
update, suggests that the Kazakhstani economy continued to suffer from
depressed oil prices and weak regional demand for its exports, resulting
in a low 1% GDP growth rate in 2016. Consequently, the report notes
that the country’s budget deficit widened in the wake of reduced oil pro-
duction, from US $5.5 billion (3% of the real GDP) in 2015 to US $8.2
billion, equivalent to 6.1% of the GDP in 2016. The report, however,
suggests that increased FDI inflows, mainly to expand the energy sector,
prevented further negative growth. Borghijs (2017) argues that this latest
upturn in economic performance allowed the central bank of Kazakhstan,
NBK, to restock its foreign exchange reserves, which it had channeled
into stabilizing the local currency, the tenge, for the previous two years.
Regarding the latter, the IMF (2015) executive board report notes that
the fiscal stimulus which the NBK intended to spur economic growth
worsened the country’s budgetary accounts—the country’s fiscal surplus
fell from 5% of the GDP in 2013 to just 1.5% in 2014. According to the
WB (2017) report, domestic consumption declined considerably in 2016
because of the devaluation of the tenge, resulting in up to 14.6% infla-
tion and denting the purchasing power of local households.

Consequently, the WB suggests that poverty levels, measured by the
international rate of US $5 per day, rose to around 20% that year. In
phases of lower economic activity, monetary conditions are tight, sharply
suppressing lending activity. The report notes, however, that the latest
economic trend in Kazakhstan forced the NBK to institute ambitious
fiscal reforms aimed at improving the country’s monetary policy model
and bank operations. The success of the NBK’s reforms is evident in the
reduced number of non-performing loans in Kazakhstani banks
(WB, 2017).

These reforms may lead to future economic growth in Kazakhstan;
that growth will likely pick up slowly, but remain below pre-2014 levels,
when oil prices were robust. The World Bank projects a GDP growth rate
0f 3% between 2017 and 2019 as the price of oil recovers gradually to US
$55-60 per barrel, and oil output from the Kashagan wells begins to
increase to offset any lost production from the mainland oil fields. The
WB (2017) report notes that, while Kazakhstani export revenues will rise
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to support the country’s fiscal balance payments and budget deficit, the
two balance payments will soon reach a shortfall.

The IMF (2015) report suggests that because of lower oil prices and
the dismal economic performance that resulted, Kazakhstan’s external
position is presently weak. While assessing the value of the tenge based
on the Assessing Reserve Adequacy (ARA) framework, the report finds
the NBK financial reserves to be below the acceptable adequacy range of
100-150% of the country’s composite ARA measurement. The report
found that the value of the tenge, hinged on two foreign currencies, the
rouble and the US dollar, was overvalued by 4-14%. It also notes, how-
ever, that the accumulated value of the oil fund (not considered in the
ARA assessment)—standing strong at US $75 billion, 35% of the coun-
try’s real GDP—cushions the economy in general.

According to Borghijs (2017), the Kazakhstani government instituted
a twofold plan to counter the nation’s economic downturn. He notes
that, first, to counteract the falling domestic consumer demand, the NBK
introduced a stimulus package aimed at developing small and medium
enterprises (SMEs) and the banking sector, as well as to improve infra-
structure. Second, to bridge its budget deficit, the NBK withdrew money
from the National Fund for the Republic of Kazakhstan (NFRK), estab-
lished in 2001 to stabilize the economy. Additionally, the government
borrowed US $2 billion from the World Bank and the Asian Development
Bank (ADB) to finance its balance payment shortfalls. The IMF (2015)
report suggests that in order not to deplete the NFRK too soon, the gov-
ernment had pursued gradual fiscal consolidation over the succeeding
few years.

Third, the government embarked on a radical change in its monetary
policy. Because of devaluation pressure on the tenge, in the middle of
2005, the NBK opted to unpeg the value of the tenge to foreign curren-
cies. As a result, the tenge depreciated against the US dollar from an
exchange rate of 185 tenge to the dollar in 2015 to as much as 390 tenge
in 2016, later appreciating slightly to exchange at around 330 tenge to
the dollar' (see Fig. 3.3). Borghijs (2017) observes that interestingly, the
tenge mostly trailed behind the rouble exchange rate against the dollar

19 Current exchange rate is 390 tenge to US $1 (1 December 2019).
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Official (market) Exchange Rates for Kazakhstani
Tenge/US Dollar at Jan, 01
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Fig. 3.3 The movement of the dollar exchange rate for the Russian rouble and
Kazakhstani tenge. (Source: Authors’ calculations based on NBK and CBR data)

during this floatation, as shown in Fig. 3.3. The effect of the depreciation
of the tenge was a high inflation rate and even higher prices of imported
goods in the wake of diminished demand.

The Effects of OR
on Socio-economic Development

Gilpin and Gilpin (2001)argue that under the influence of the order of
global markets, statehood appears to lose its distinction. After the end of
the Cold War era, international economic scholarship shifted its focus
from nations to markets. Consequently, Sakal (2015) observes that
Kazakhstan, which liberalized its market to international players after
independence, falls in the same category. He suggests that agendas of
liberalization and privatization dominated the Kazakhstani political
landscape in the 1990s. In this regard, Ostrowski (2010) notes that the
country privatized some mining enterprises, transport systems, and oil
refineries to foreign corporations throughout this period. Sakal (2015)
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further suggests that, even currently, the state continues its quest to inte-
grate into the international market by attracting considerable amounts of
EDI for the development of its fossil fuel sector, which is a pillar of the
country’s economic growth and requires massive capital injection.

A number of authors noted that developing and emerging resource-
rich economies perform more poorly in terms of economic growth and
socio-economic development than those counterparts who lack compa-
rable volumes of natural resources'’ (Sachs & Warner, 1995; Stiglitz,
2007; William, 2011; Crivelli & Gupta, 2014). Scholars have empha-
sized that Kazakhstan also bears significant risk because of the nation’s
overreliance on ORs to support its socio-economic development, and
suffers from the effects of the Dutch disease (Howie & Atakhanova, 2014).
Prior research also established a connection between the country’s cur-
rency exchange rate and volatility in oil prices. For example, Kutan and
Wyzan (2005) argued that price volatility of raw materials makes man-
agement of natural resource revenues difficult and thereby restricts eco-
nomic growth. Kalyuzhnova and Patterson (2016) explain that the Dutch
Disease is a direct product of an appreciation of a national currency
because of a boom accruing from exports of natural resources; in turn,
the result is the shrinking of production and the manufacturing sectors in
an economy. They assert that the findings from the Jahan-Parvar and
Mohammadi (2011) study, as well as the Sachs and Warner (2001)
research, demonstrate this principle. The Gylfason (2001) study explains
the mechanisms that link natural resource revenues to low economic
growth rates, such as low levels of human capital, rent seeking, the Dutch
disease, and government mismanagement (Kalyuzhnova &
Patterson, 2016).

Some authors consider natural resources to be the engine that pro-
pelled economic growth (i.e., Stevens, 2003). They note those additional
subsequent studies by scholars such as Lederman and Maloney (2007),
Stijns (2005), and earlier research by Maloney (2002), which measured
reserves per capita or net resource export by every worker, established the

"'The O&G industry dominating economy suppresses economic growth and often resource-rich
countries are unable to use wealth to develop their economies and have therefore lower economic
growth than expected, even lower than natural resource-scarce economies (Sachs & Warner, 1995).
This phenomenon has been called a “paradox of plenty” or “resource curse.”
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positive effect of natural resources on real GDP growth. Nevertheless,
among the oil-rich emerging and developing nations examined, only
Malaysia, Botswana, Thailand, and Indonesia managed a GDP growth
rate of at least 4% along a long-term horizon (Gylfason, 2001). According
to Ploeg (2011), the difference between the four oil producers and their
underperforming counterparts rested in the economic policies instituted
by their governments, particularly in industrialization and economic
diversification. Fasano (2000) notes that the United Arab Emirates exem-
plify an explicit example of an economic diversification policy by using
their fossil fuel revenues to improve the living standards of their citizens,
especially in social sectors like education, health, and infrastructure
improvement.

According to Gylfason (2001), the natural resources sector employs
less human capital compared to an industry such as production or manu-
facturing. He argues that an economy that relies on natural resources for
economic growth ought to institute significant diversification policies
because the natural wealth becomes increasingly depleted over time. A
Director of the Asia and Pacific Department of the IMF suggests
(Singh, 2013):

Jor inclusive growth in addition to the wise use of the resources it is imperative
that backward and forward linkages are developed between the natural resource
sector and the wider economy. Achieving this objective involves financial sector
deepening, building infrastructure, enbancing human capital, and promoting
the agricultural sector.

Kalyuzhnova and Patterson (2016) propose that Kazakhstan’s govern-
ment uses its Ministry of Gas and Oil, which manages the fossil fuel sec-
tor, to operate the country’s energy policy. They note that the basis of the
state’s energy policy is sustainable economic development, sound envi-
ronmental practices, promotion of accountability, and adoption of mod-
ern technologies to attract maximum FDI.

Successful stories of resource-led economies, such as Finland, Sweden,
Norway, Canada, and the UK, can be attributed to strong public institu-
tions and a lower level of corruption. Well-managed government institu-
tions enact sound policies, which help manage natural resource revenues
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for overall economic development. As a rule, strong institutions are nec-
essary for robust socio-economic performance, but weak public institu-
tions exert an adverse effect on economic growth (Kalyuzhnova &
Patterson, 2016).

ORs drained to a centralized institution increase the efficiency of real-
location through economies of scale and stabilize the economy against
external shocks (Kendall-Taylor, 2011). Najman et al. (2005) suggested
that the distribution system in resource-rich countries can be organized
in three ways. First, “official public redistribution” comprises of revenues
and taxes that stem from oil exports that the government shares locally,
including financial transfers to the NFRK. Second, “company redistribu-
tion” includes direct, indirect, and induced incomes, which the oil com-
panies spend or invest locally. This type of revenue is critical in diversifying
regional economies. For the OR to benefit more people in the oil-
producing regions,"
social programs, since oil companies directly employ only a small number
of workers. The third type of OR redistribution, the “unofficial redistri-
bution,” reflects two factors at play: informal individual household
undertakings created from small businesses and self-employment (usually
not declared) and corrupt applications (transacted in secrecy).

Although the inflow of oil incomes accelerated the economic develop-
ment of the most peripheral regions of Kazakhstan, some regions still
experienced little sustainable economic growth (see Fig. 3.4).

Kalyuzhnova and Patterson (2016) noted that the fact that oil-
producing western areas remain mainly in poverty is particularly surpris-
ing, despite several cycles of oil boom.

it must generate large indirect employment and

The Most Recent Socio-economic Reforms

According to the WB (2017) economic update on Kazakhstan, former
President Nazarbayev enacted broad political reforms aimed at creating a
balanced political system in the country in the first quarter of 2017. The
report notes that through a constitutional amendment, the office of the

12 Aktobe, Kyzylorda, and the Caspian Sea, later including WKO, Atyrau, and Mangystau.
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Fig. 3.4 Kazakhstan's regional household income distribution in 2001 and 2017.
(Source: Authors, based on Committee on Statistics, Ministry of the national econ-
omy of the Republic of Kazakhstan)

president retained most of the critical functions of influencing policy-
making decisions, while the office shared part of that power with both
parliament and the executive arm of the government. The WB (2017)
report notes that the presidency retained its strategic roles, such as com-
manding security and defense functions, but transferred socio-economic
policy management to the other two arms of the government. The report
observes that the constitutional amendment also moved the role of creat-
ing or dissolving government agencies and approving state programs
from the President to the Cabinet. The new changes similarly empowered
the lower house of parliament to exercise its powers in the hiring or firing
of the cabinet (WB, 2017). The report further suggests that the former

president also pledged more authority to local governments.
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Termed Modernization 3.0, these reforms intended to trigger an eco-
nomic revolution of Kazakhstan (WB, 2017). According to Borghijs
(2017), the sweeping changes were targeted at making the state competi-
tive internationally and place it in the ranks of the top 30 leading econo-
mies of the world by 2050. He suggests that economic agenda prioritized
five critical areas in its push for economic transformation of the country.
First, the plan aimed to modernize the Kazakhstani economy by acceler-
ating technology adoption. Second, these changes are expected to improve
the ease of doing business in the nation. Third, the reforms were targeted
at increasing the country’s macroeconomic stability. Fourth, restructur-
ing meant a higher quality of Kazakhstan’s human resources. Finally,
these transformations sought to strengthen the state’s national security,
domestic institutions, and anti-corruption efforts.

Strategy 2050

The WB (2017) report indicates that Kazakhstan is overcoming its eco-
nomic challenges in the short term. The report, however, also suggests
that the state faces a daunting task in the long run in diversifying its
economy beyond dependency on fossil fuel revenues. To achieve the goal
of becoming one of the top 30 most advanced economies of the world,
diversification of the economy is necessary. From this perspective, recent
key initiatives in Kazakhstan, namely Strategy 2050, as well as the coun-
try’s Nurly Zhol and the One Hundred Concrete Steps, aimed at modern-
izing Kazakhstan, are of particular interest.

Borghijs (2017) argues that Kazakhstani leadership knows of the omi-
nous challenge the country faces in its quest for radical economic growth.
He suggests that this understanding drove the country to develop its
Strategy 2050 Program in 2012. The implementation of this plan is a
crucial measure of success in the wake of the economic downturn in the
state. He suggests that some of the areas of focus in this strategy could
include the expansion of sectors driven by high local demand, such as
building and construction, machinery assembling, development of
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pharmaceutical industries, production of construction materials, and
promoting industries that bring foreign exchange, including tourism,
light industries, and agribusiness. Additionally, the strategy aims to
encourage innovation in such vital industries as information technology,
communication, clean energy technologies, and biotechnology

(Borghijs, 2017).

Nurly Zhol

According to the WB (2017) report, this modernization program, which
is intended to compliment the country’s long-term strategy, consists of an
infrastructure improvement undertaking at the cost of the US $15 billion
between 2015 and 2020 periods. The report suggests the infrastructure
investments aimed at improving connectivity in this landlocked state are
not only in the transport sector but further cover other areas, such as
logistics, energy, industry, and utilities (i.e., heating and water systems).
Additionally, the report observes that investments also include those ori-
ented toward the growth of the SME sub-sector.

Chin (2016) argues that the ADB study on meeting the infrastructural
development needs of the Asian continent forms the basis of the Nurly
Zbol initiative. He notes that the ADB study estimated infrastructure
requirements for central Asian countries in the 2016-2030 period is 7%
of the real national GDP, which translates to about US $500 billion.
Borghijs (2017) observes that for Central Asia to meet this goal, indi-
vidual states must make substantial investments in their infrastructure
improvement. Consequently, he suggests that Kazakhstan needs to col-
laborate with various international financial institutions, including the
ADB, to raise necessary capital to finance its long-term goals. In this
regard, from 1994 to date, Kazakhstan’s borrowed amount from the ADB
stands at US $4.4 billion. Chin (2016) notes that the nation uses the
ADB loans to finance various infrastructure developments, such as trans-
port route networks, boosting national energy security, supporting the
growth of the private sector, and supplementing social security.
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The One Hundred Concrete Steps Concept

Launched in 2015, the One Hundred Concrete Steps concept encompasses
a wide-ranging set of institutional reforms that includes promoting a pro-
fessional civil service, strengthening the country’s regulatory structure,
promoting accountability, transparent government financial manage-
ment, and improving the administration of public enterprises. The
Kazakhstani government is now expected to play a regulatory role in set-
ting targets for the privatization of state-owned businesses between 2016
and 2020. The aim is to promote private sector participation in the econ-
omy, enhance efficiency, and reduce state contributions to just 15% of
the GDP by transferring its stake into 65 large public enterprises that
encompass the postal service, railway network, airports, and Air Astana.
The state also took bold steps to promote a business-friendly environ-
ment in the nation by making it easier to get electricity, start a business,
trade across borders, acquire construction permits, resolve insolvency,
and increase protection for small and medium investors. These steps have
led to Kazakhstan’s ranking increasing to 35 in 2017 from 51 in 2016, as
per the Ease of Doing Business Report by the WB.

Conclusion

Since the 1990s, oil production in Kazakhstan has increased tremen-
dously, turning oil into the most critical commodity to support the
growth of the country’s economy. However, this study finds that
Kazakhstan’s quest to be among the top 10 oil-exporting countries has yet
to bear fruit, as the state currently occupies the 12th position among the
leading oil exporters in the world (OPEC, 2018). After its declaration of
independence and starting the process of privatization of public enter-
prises, Kazakhstan redesigned its economic structure from a Soviet-era
industrial style. In this process, it became a booming economy in terms
of oil. Currently, the oil sector contributes about 35% of Kazakhstan’s
export income and up to 20% of the country’s budget expenses. These
numbers translate into almost 6.5% of the real national GDP. To this
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extent, Kazakhstan’s government seeks to strengthen the oil sector’s role
in the economy in the next few decades, as established through its radical
reforms. As a result, the government tripled the nation’s oil production
within a span of twenty years, from 475 thousand barrels a day in 1998
to more than 1.5 million barrels a day in 2018. The country is further
increasing its oil output by developing the Caspian wells.

FDI inflows into Kazakhstan rose significantly in the new millennium
to support the growth of the oil and energy sectors; however, though the
oil sector generates substantial revenues, it contributes less to employ-
ment opportunities. This brings us to the role of the policies concerning
the redistribution of ORs and how the energy sector in Kazakhstan is
governed. The government’s Modernization 3.0 policy strategy intends to
initiate an economic insurgency by aiming to turn Kazakhstan into an
internationally competitive economy. Through this initiative, Kazakhstani
leadership hopes that by 2050, their state will be among the top 30 econ-
omies of the world. The current transformative economic agenda targets
five strategic areas. The first strategy aims to modernize the national econ-
omy through fast-tracking technological acceptance. The second policy
expects to create a business-friendly environment to promote the growth
of the private sector. The third plan targets increasing the stability of the
macroeconomic environment to attract more FDI inflows into
Kazakhstan. The fourth strategy, on the other hand, aims to restructure
the quality of Kazakhstan’s human resources by promoting education for
all. Finally, the recent policy change has the aim to transform the state’s
institutions to encourage accountability, good governance, national secu-
rity, and anti-corruption measures. To this end, Kazakhstan still needs to
put more effort into diversifying its economy and bringing market forces
into play.
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